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1. As stipulated in 12 VAC 30-70-231,operating payments for DRGcasesthatarenot 
transfer cases shall be determined on the basis of a hospital specific operating rate per case 
times the relative weight of the DRG to whichcase is assigned. 

2. As stipulated in 12 VAC 30-70-241,operatingpayments forper diemcasesshallbe ­

determined on the basis ofa hospital specific operating rate per day times the covered days 
for the case with the exception of payments for per diem cases in fieestanding psychiatric 
facilities.Paymentsfor per diemcases in fieestanding psychiatric facilitieslicensed as 
hospitals shall be determined onthe basis ofa hospital specific rate per day that represents an 
all-inclusive payment foroperating and capital costs. 
3. As stipulatedin 12 VAC 30-70-251,operating payments for transfercasesshallbe 
determined as follows: (i) the transferring hospital shall receive anoperatingperdiem 
payment, not to exceed the DRG operating payment that would have otherwise been made 
and (ii) the final discharging hospital shall receivethe full DRG operatingpayment. 

4. 	 As stipulated in 12 VAC 30-70-261,additional operating payments shall be madefor 
outlier cases.Theseadditionalpaymentsshall be added to theoperatingpayments 
determined in subdivisions 1 and 3 ofthissubsection. 

5. As stipulatedin12 VAC 30-70-271,payments for capital costs shall be madeonan 
allowable cost basis. 

6. As stipulated in 12 VAC 30-70-281, payments for direct medical education costs shall be 
made on an allowable cost basis. 

7. As stipulated in 12 VAC 30-70-291, payments for indirect medical education costs shall 
be made quarterly ona prospective basis. 

8. As stipulated in 12 VAC 30-70-301, payments to hospitals that qualifyas disproportionate 
share hospitals shall be madequarterly on a prospective basis. 

C. The terms used in thisarticle shall be defined asprovided in this subsection: 
“Base year” means the state fiscal year for which data is used to establish the DRG relative 

weights, the hospital case-mix indices, the base year standardized operating costs per case, and 
the base year standardized operating costs per day. The base year will change when the DRG 
payment system is re-based and re-calibrated. In subsequent re-basing,the Commonwealth shall 
notify affected providers ofthe base year to be used in thiscalculation. 

“Baseyearstandardized costs per case” reflects the statewide averagehospitalcostsper 
discharge for DRG cases in the base year. The standardization process removes the effects of 
case-mix and regional variations in wages from the claims data and places all hospitals on a 
comparable basis. 

“Base year standardized costsper day” reflects the statewide average hospital costs per day for 
per diem cases in the base year. The standardization process removes the effects of regional 
variations in wages from the claims data and places all hospitals on a comparable basis. Base 

Approval M2001 EffectiveTN No. 00-07 Date Date 7/1/2000 
Supersedes
TNNo. 98-15 HCFA ID: 



Act 

data 

used 

Attachment4.19-A 
Page 3 of 23 

STATE PLAN UNDER TITLEXIX OF TEE SOCIAL SECURITYACT 

State of VIRGINIA 
METHODS AND STANDARDS FOR ESTABLISHINGPAYMENT RATES-INPATIENT SERVICES 

yearstandardized costs per day werecalculatedseparately,butusingthe same calculation 
methodology, for the different types of per diem cases identified in this subsection under the 
definition of “per diem cases.” 

“Cost” means allowable cost as defined in Supplement 3 (12 VAC 30-70-10 through 12VAC 
30-70-130) andby Medicare principlesof reimbursement. 

“Disproportionate share hospital” means a hospital that meets the followingcriteria: 

1. A Medicaid utilization rate in excess of 15%, or a low-income patient utilization rate 
exceeding25% (asdefinedintheOmnibusBudgetReconciliationAct of 1987 and as 
amended by the Medicare Catastrophic Coverage of 1988); and 

2. At least two obstetricians with staff privileges at the hospital who have agreedto provide 
obstetric services to individuals entitledto such services under astate Medicaid plan. In the 
case of a hospital locatedin a rural area (thatis, an area outside of a Metropolitan Statistical 
Area as defined by the Executive Officeof Management and Budget), the term “obstetrician” 
includes any physicianwithstaffprivilegesatthehospital to performnon-emergency 
obstetric procedures. 

3. Number 2of this definition does notapply to a hospital: 

a. At which the inpatients are predominantly individuals under18 years of age; or 

b. Which does not offer non-emergency obstetric servicesas of December 21,1987. 

“DRG cases” means medical/surgicalcases subject to payment on the basis of DRGs. DRG 
cases do not includeper diem cases. 

“DRG relative weight” means the average standardized costs for cases assigned to that DRG 
divided by the average standardized costs forcases assigned to all DRGs. 

“Groupable cases” means DRG cases having coding of sufficient qualityto support DRG 
assignment. 

“Hospitalcase-mixindex”meanstheweightedaverageDRGrelativeweightforallcases 
occurring at that hospital. 

“Medicaidutilizationpercentage” is equal to thehospital’stotalMedicaidinpatientdays 
divided by the hospital’s total inpatient days for a given hospital fiscal year. The Medicaid 
utilizationpercentageincludesdaysassociatedwithinpatienthospitalservicesprovidedto 
Medicaid patients but reimbursedby capitated managedcare providers. 

“Medicarewageindex”andthe“Medicaregeographicadjustmentfactor” are published 
annually in the Federal Register by the Health Care Financing Administration. The indices and 
factors usedin this article shall be those in effectin the base year. 

“Operating cost-to-charge ratio” equals the hospital’s total operating costs,less any applicable 
operating costs for a psychiatricDPU, divided by the hospital’s total charges,less any applicable 
charges for a psychiatric DPU. The operating cost-to-charge ratio shall be calculated using data 
fromcost reports from hospital fiscal years ending in the state fiscal yearas the base year. 
TNNo. 00-07 Approval Date Effective Date 7/1/2000 
supersedes 
TNNo. 98-15 HCFA ID: 



first 

Attachment 4.19-A 
Page 4 of23 

STATE PLAN UNDER TITLEXIX OF THE SOCIAL SECURITY ACT 

State of VIRGINIA 
METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES-INPATIENT SERVICES 

“Outlier adjustment factor” means a fixed factor published annuallyin the Federal Register by 
the Health Care Financing Administration. The factor used in this article shall be the one in 
effect in the base year. 

“Outliercases”meansthoseDRGcases,includingtransfercases,inwhichthehospital’s 
adjusted operating cost for the case exceeds the hospital’s operating outlier threshold for the 
case. 

“Outlier operating fixed loss threshold” means a fixed dollar amount applicableto all hospitals 
that shall be calculated in the base year so as to result in an expenditure for outliers operating 
paymentsequalto5.1%oftotaloperatingpayments for DRGcases.Thethresholdshallbe 
updated in subsequent years using the sameinflation values applied to hospital rates. * 

“Per diem cases” means cases subjectto per diem payment and include (i) covered psychiatric 
cases in general acute of general acutecare hospitalscare hospitals and distinct part units @PUS) 
(hereinafter“acutecarepsychiatriccases”), (ii) coveredpsychiatriccasesinfieestanding 
psychiatric facilities licensed as hospitals (hereinafter “fieestanding psychiatric cases”), and (iii) 
rehabilitationcases in generalacute care hospitalsandrehabilitationhospitals(hereinafter 
“rehabilitation cases”). 

“Psychiatric cases” means cases with a principal diagnosis thatis a mental disorderas specified 
in the ICD-9-CM. Not all mental disorders are covered. For coverage information, see Amount, 
Duration,andScope of Services,Supplement1 to Attachment 3.1A&B (12VAC30-50-95 
through 12 VAC 30-50-3 10). The limit of coverage of 21 days in a 60-day period for the same 
or similar diagnosis shall continueto apply to adult psychiatric cases. 

“Psychiatric operating cost-to-charge ratio” for the psychiatric DPU of a general acute care 
hospital means the hospital’s operating costs for a psychiatric DPU divided by the hospital’s 
charges for a psychiatric DPU. In the base year,this ratio shall be calculated as described in the 
definitionof“operatingcost-to-chargeratio”in this subsection,usingdata from psychiatric 
DPUs. 

“Readmissions” occur when patients are readmitted to the same hospital for the same or a 
similar diagnosis within five daysof discharge. Such cases shall be considered a continuation of 
the same stay and shall not be treatedas a new case. Similar diagnoses shall be definedas ICD­
9-CM diagnosis codes possessing the same three digits. 

“Rehabilitation operating cost-to-charge ratio” for a rehabilitation unit or hospital means the 
provider’s operating costs divided by the provider’s charges.In the base year, this ratio shall be 
calculated as described in the definition of “operating cost-to-charge ratio” in this subsection, 
using data from rehabilitation unitsor hospitals. 

“Statewide average labor portionof operating costs” means afixed percentage applicable to all 
hospitals. The percentage shall be periodically revised using the most recent reliabledata from 
the Virginia Health Information(VHJ), or its successor. 

“Transfer cases” means DRG cases involving patients,(i) who are transferred fromone general 
acute care hospital to another for related care or (ii) who are discharged from one general acute 
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care hospital and admittedto another for the sameor a similar diagnosis within five daysof that 
discharge. Similar diagnoses shallbe defined as ICD-9-CM diagnosis codes possessing the same 
first three digits. 

“TypeOne”hospitalsmeansthosehospitalsthatwerestate-ownedteachinghospitalson 
January 1, 1996. “Type Two” hospitals means all other hospitals. 

“Ungroupablecases”meanscasesassigned to DRG469(principaldiagnosisinvalid as 
discharge diagnosis) andDRG 470 (ungroupable)as determined by the AP-DRG Grouper. 

D. The All Patient Diagnosis Related Groups (AP-DRG) Grouper shall be used in the DRG 
payment system. Until notification of a change is given, Version 14.0 of this grouper shall be 
used. DMAS shall noti@ hospitals when updating the systemto later grouper versions. 

E. The primary data sources used in the developmentof the DRG payment methodology were 
the department’s hospital computerized claims history file and the cost report file. The claims 
history file captures available claims data from all enrolled, cost-reporting general acute care 
hospitals, including Type One hospitals. The cost report file captures audited cost and charge 
data from all enrolled general acute care hospitals, including Type One hospitals. The following 
table identifies key data elements that were usedto develop the DRG payment methodology and 
that will be used when the systemis recalibrated andrebased 

Data Elements for DRG Payment Methodology 

Data Elements Source 
each Claimshistory 
groupable case file 

historyNumberofgroupablecases in Claims 
each DRG file 

Total historynumber of groupable Claims 
cases file 

chargesDRG historyTotal each Claims 
case file 

Total numberof DRG cases 	 Claims history 
file 

historyTotalchargesforeachacute Claims 
care psychiatric case file 

care Claims Totalof acute history number 
psychiatricdaysforeachacute file 
care hospital 
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each 
freestandingpsychiatric case 
Totalnumber of psychiatric 
eachfreestanding 

psychiatric hospital 

each 
rehabilitation case 

Totalnumber of rehabilitation 
daysforeachacute care and 
freestanding rehabilitation 
hospital 

Operatingcost-to-chargeratio 
for each hospital 

Operatingcost-to-chargeratio 
for freestanding reports 

Medicarecost 
reports 
Medicarecost 
reports 

Claimshistory 
file 

Claimshistory 
file 

Cost reportfile 

Medicarecost 
each 

psychiatric facility licensed as a 
hospital 

Psychiatric operating cost-to- Cost report file 

charge ratio for the psychiatric 

DPU of each general acute care 

hospital 


Rehabilitation cost-to-charge Cost report file 

ratio for each rehabilitation unit 

or hospital 


Statewide average labor portion VHI 

of operating costs 


Medicare wage index for each Federal Register 

hospital 


geographic Medicare Federal Register 
adjustmentfactor for each 
hospital 

Outlier fixedoperating loss Claims history 
threshold File 

Outlier adjustment factor Federal register 
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12 VAC 30-70-230. Repealed. 

12 VAC 30-70-231. Operating payment for DRG cases. 

A. TheoperatingpaymentforDRGcasesthat are not transfer cases shall be equal to the 
hospital specific operating rate per case, as determined in 12 VAC 30-70-3 11, times the DRG 
relative weight, as determined in 12VAC 30-70-381. 

B. Exceptions. 

1. Special provisions for calculating the operating payment for transfer casesare provided in 
12 VAC 30-70-251. 
2. Readmissions shall be considered a continuation of the same stay and shall not be treated 
as a new case. 

12 VAC 30-70-240. Repealed. 

12 VAC 30-70-241. Operating payment for per diem cases. 

A. The operating payment for acute care psychiatric cases and rehabilitation cases shall be 
equal to the hospital specific operating rate per day, as determined in subsection A of 12 VAC 
30-70-321, times the covered days for the case. 

B. The payment for freestanding psychiatric cases shall be equal to the hospital specific rate 
per day for freestanding psychiatric cases,as determined in subsection B of 12 VAC 30-70-321, 
times the covered daysfor the case. 

12 VAC 30-70-250. Repealed. 
12 VAC 30-70-251. Operating payment for transfer cases. 

A. The operating payment for transfer cases shall be determinedas follows: 

1. A transferring hospital shall receive the lesser of (i) a per diem payment equal to the 
hospital’s DRG operating payment for the case,as determined in 12 VAC 30-70-23 1, divided 
by the arithmetic mean lengthof stay for the DRGinto which the case falls times the length 
of stay for the case at the transferring hospital or (ii) the hospital’sfullDRGoperating 
payment for the case,as determined in 12VAC 30-70-23 1. The transferring hospital shall be 
eligible for an outlier operating payment, as specified in 12 VAC 30-70-261, if applicable 
criteria are satisfied. 

2. The final discharging hospital shall receivethe hospital’s full DRG operating payment,as 
determinedin12 VAC 30-70-231.Thefinaldischarginghospitalshallbeeligiblefor an 
outlieroperatingpayment, as specifiedin12 VAC 30-70-261, if applicablecriteriaare 
satisfied. 

B. Exceptions. 
1. Cases falling into DRG 456, 639, or 640 shall not be treated as transfer cases. Both the 
transferringhospital and the final discharging hospital shall receive the full DRG operating 
payment.. 
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2. Cases transferred to or from a psychiatric or rehabilitation DPU of a general acute care 
hospital, a freestanding psychiairic facility licensed as a hospital, or a rehabilitation hospital 
shall notbe treated as transfer cases. 

12 VAC 30-70-260. Repealed. 

12 VAC 30-70-261. Outlier operating payment. 

A. An outlier operating payment shall be made for outlier cases. This payment shall be added 
to the operating payments determined in 12 VAC 30-70-231 and 12 VAC 30-70-251. Eligibility 
fortheoutlieroperatingpaymentandtheamount of the outlier operating payment shall be 
determined as follows: 

1. The hospital’s adjusted operating cost for the case shall be estimated. This shall be equal 
to the hospital’s total charges forthe case timesthe hospital’s operating cost-to-charge ratio, 
as defined in subsection C of 12 VAC 30-70-221, times the adjustment factor specified in 
12 VAC 30-70-331 B. 

2. The adjusted outlier operating fixed loss thresholdshall be calculated as follows: 

a. The outlier operating fixed loss threshold shall be multiplied by the statewide average 
labor portion of operating costs, yielding the labor portion of the outlier operating fixed 
loss threshold. Hence, the nonlabor portion of the outlier operating fixed loss threshold 
shall constitute one minus the statewide average labor portionof operating costs times the 
outlier operating fixed loss threshold. 

b. The labor portion of the outlier operating fixed loss threshold shall be multiplied by the 
hospital’s Medicare wage index, yielding the wage adjusted labor portion of the outlier 
operating fixed loss threshold. 

C. 	 The wage adjusted labor portion of the outlier operating fixed loss threshold shall be 
added to the nonlabor portion of the outlier operating fixed loss threshold, yielding the 
wage adjusted outlier operating fixed loss threshold. 

3. The hospital’s outlier operating threshold for the case shall be calculated. This shall be 
equal to the wage adjusted outlier operating fixed loss threshold times the adjustment factor 
specified in 12 VAC 30-70-331 B plus the hospital’s operating payment for the case, as 
determined in 12 VAC 30-70-231or 12 VAC 30-70-251. 

4. The hospital’s outlier operating payment for the case shall be calculated. This shall be 
equal to thehospital’sadjustedoperatingcostforthe case minus thehospital’soutlier 
operating threshold for the case.If the difference isless than or equal to zero, then no outlier 
operating payment shall be made. If the difference is greater than zero, then the outlier 
operating payment shallbe equal to the difference times the outlier adjustment factor. 

B. An illustration of the above methodologyis found in 12 VAC 30-70-500. 

C. The outlier operating fixed loss threshold shall be recalculated using base year data when 
the DRG payment system is recalibrated and rebased. The threshold shall be calculated so as to 
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resultinanexpenditureforoutlieroperatingpaymentsequalto 5.1% of totaloperating 
payments, including outlier operating payments, for DRG cases. The methodology described in 
subsection A of this section shall be applied to all base year DRG cases on an aggregate basis, 
and the amount of the outlier operating fixedloss threshold shall be calculatedso as to exhaust 
the available pool for outlier operating payments. 

12 VAC 30-70-270. Repealed. 

12 VAC 30-70-271. Payment for capital costs. 
A. Capitalcostsshallcontinuetobepaid on an allowablecostbasisandsettled atthe 

hospital’s fiscal year end, following the methodology described in Supplement 3 (12 VAC 30­
70-10 through 12 VAC 30-70-130). 

B. The exception to the policy in subsection A of this section is that the hospital specific rate 
per day for services in freestandingpsychiatric facilities licensed as hospitals, as determined in 
12 VAC 30-70-321 B, shall be an all-inclusive payment for operating and capitalcosts. 

C. Until prospective payment for capital costs is implemented, the provisions of 12 VAC 30­
70-70 regarding recaptureof depreciation shall remainin effect. 

12 VAC 30-70-280.Repealed. 

12 VAC 30-70-28 1. Payment for direct medical education costs. 

A. Direct medical education shall continueto be paid on an allowable cost basis. Payments for 
directmedicaleducationcostsshallbemade in estimatedquarterlylumpsumamountsand 
settled at the hospital’s fiscal year end. 

B. Final payment for direct medical education (DMedEd)costs shall be thesum of the fee-for­
service DMedEd payment and the managed care DMedEd payment. Fee-for-service DMedEd 
payment is the ratio of Medicaid inpatient costs to total allowable costs, times total DMedEd 
costs. Managed care DMedEd paymentis equal to the managed caredays times the ratioof fee­
for-service DMedEd paymentsto fee-for-service days. 

C. Directmedicaleducationshallnot be areimbursablecostinfieestandingpsychiatric 
facilities licensedas hospitals. 

12 VAC 30-70-290. Repealed. 

12 VAC 30-70-291. Payment for indirect medical education costs. 

A. Hospitalsshall be eligibletoreceivepayments for indirectmedicaleducation.These 
paymentsrecognize the increaseduse of ancillaryservicesassociatedwith the educational 
processandthehighercase-mixintensity of teachinghospitals. The paymentsforindirect 
medical education shall be made in estimated quarterly lump s u m  amounts and settled at the 
hospital’s fiscal year end. 

B. Final payment forM E  shall be determinedas follows: 
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1.TypeOnehospitalsshallreceiveanIMEpaymentequaltothehospital’sMedicaid 
operating reimbursement times anIME percentage determinedas follows: 

IME Percentage for Type One Hospitals= [1.89 x ((1 + r) 0.405 - l)] 

2.TypeTwohospitalsshallreceive an IMEpaymentequaltothehospital’sMedicaid 
operating reimbursement times an IME percentage determinedas follows: 

IME Percentage for Type Two Hospitals= [1.89 x ((1 + r) 0.405 - l)] x 0.4043 

In both equations, r is the ratio of full-time equivalent residents to staffed beds, excluding 
nursery beds. The IME payment shall be calculated each year using the most recent reliable 
data regarding the number of full-time equivalent residents and the numberof staffed beds, 
excluding nursery beds. 

C. An additionalIMEpaymentshall be madeforinpatienthospitalservicesprovidedto 
Medicaid patients but reimbursed by capitated managed care providers. This payment shall be 
equal to the hospital’s hospital specific operating rate per case, as determined in 12 VAC 30-70­
311,timesthehospital’s HMO paiddischargestimesthehospital’sIMEpercentage, as 
determined in subsectionB of this section. 

12 VAC 30-70-300. Repealed. 

12 VAC 30-70-301. Payment to disproportionate share hospitals. 

A. Payments to disproportionate share hospitals (DSH) shall be prospectively determined in 
advance of the state fiscal year to which they apply. The payments shall be madeon a quarterly 
basis, shall be final, and shall not be subject due to the limitto settlement except when necessary 
in subsectionD of this section. 

B. Hospitals qualifying under the 15% inpatient Medicaid utilization percentage shall receive 
a DSH payment basedon the hospital’s type the hospital’s Medicaid utilization percentage. 

1. Type One hospitals shall receive a DSH payment equal to the s u m  of (i) the hospital’s 
Medicaid utilization percentagein excess of 10.5%, times 17, times the hospital’s Medicaid 
operating times and (ii) the Medicaidreimbursement, 1.4433 hospital’s utilization 
percentageinexcess of 2 1%’ times17,timesthehospital’sMedicaidoperating 
reimbursement, times 1.4433. 

2. Type Two hospitals shall receive a DSH payment equal to the sum of (i) the hospital’s 
Medicaid utilization percentage in excessof 10.5%, times the hospital’s Medicaid operating 
reimbursement, times 1.2074 and (i;) the hospital’s Medicaid utilization percentage in excess 
of 2 1%, times the hospital’s Medicaid operating reimbursement, times 1.2074. 

C. Hospitals qualifyingunder the 25% low-income patient utilization rate shall receive a DSH 
payment based on the hospital’s type and the hospital’s low-income utilization rate. 

1. Type One hospitals shall receive a DSH payment equal to the product of the hospital’s 
low-income utilization in excess of 25%’ times 17, times the hospital’s Medicaid operating 
reimbursement. 
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2. Type Two hospitals shall receive a DSH payment equal to the product of the hospital’s 
low-incomeutilizationinexcess of 25%, the Medicaidtimes hospital’s operating 
reimbursement. 

3. 	Calculation of a hospital’s low-income patient utilization percentageis defined in 42 USC 
5 1396r-4(b)(3). 

D.No DSH payments shall exceed any applicable limitations upon such payments established 
by federal law or regulations and OBRA 1993 9 13621. A DSH payment during a fiscal year 
shall not exceed thes u m  of: 

1. Medicaidallowable costs incurredduringtheyear less Medicaidpayments,netof 
disproportionate sharepaymentadjustments, forservices provided duringthe year. Costs 
and payments for Medicaid recipients enrolled in capitated managed care programs shall be 
considered Medicaid costs and payments for the purposesof this section. 

2. Costs incurred in serving persons who have no insurance less payments received from 
those patients orfrom a third party on behalf of those patients. Payments made by any unit 
of the Commonwealth or local government to a hospital for services provided to indigent 
patients shall not be consideredbetoa sourceof third party payment. 

E. Each hospital’s eligibility for DSH payment and the amount of the DSH payment shall be 
calculatedatthetime of eachrebasingusingthemostrecentreliableutilizationdataand 
projectedoperatingreimbursement data available.Theutilization data usedtodetermine 
eligibilityfor DSH paymentand the amount of the DSH paymentshallincludedaysfor 
Medicaid recipients enrolled in capitated managedcare programs. In years whenDSH payments 
are not rebased in the way described above, the previous year’s amounts shall be adjusted for 
inflation. 

1. Each hospital with a Medicaid-recognized Neonatal Intensive Care Unit (NICU), a unit 
having had a unique NICU operating cost limit under subdivision 6 of 12 VAC 30-70-50, 
shall haveits DSH payment calculated separately for the NICU and for the remainderof the 
hospital as if the two were separate and distinct providers. This calculation shall follow the 
methodology provided in12 VAC 30-70-301. 

2. For freestanding psychiatric facilities licensed as hospitals, DSH payment shall be based 
on the most recently settled Medicare cost report available before the beginningof the state 
fiscal year for which a paymentis being calculated. 

12 VAC 30-70-310. Repealed. 

12 VAC 30-70-3 1. Hospital specific operatingrate per case. 

The hospital specific operating rate per case be equal to the labor portionof the statewide 
operating rate per case,as determined in 12 VAC 30-70-331, times the hospital’s Medicare wage 
index plus the nonlabor portion per case.of the statewide operating rate 
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12 VAC 30-70-320. Repealed. 

12 VAC 30-70-321. Hospital specific operating rate per day. 

A. Thehospitalspecificoperatingrateper day shallbeequal to the laborportionofthe 
statewide operating rate per day, as determined in subsectionA of 12 VAC 30-70-341, times the 
hospital's Medicare wage index plus the nonlabor portion ofthe statewide operating rate per day. 

B. The hospital specific rate per day for freestanding psychiatric cases shall be equal to the 
hospital specific operating rate per day, as determined in subsection A of this section plus the 
hospital specific capitalrate per day for freestanding psychiatric cases. 

C. The hospital specific capital rate per day for freestanding psychiatric cases shall be equalto 
the Medicare geographic adjustment factor for the hospital's geographic area, times the statewide 
capital rate per day for freestanding psychiatric cases. 

D. The statewide capital rate per day for freestanding psychiatric cases shall be equal to the 
weightedaverage of theGAF-standardizedcapitalcostper day of freestandingpsychiatric 
facilities licensed as hospitals. 

E. The capital cost per day of freestanding psychiatric facilities licensedas hospitals shall be 
the average charges perday of psychiatric cases times the ratio total capital costto total charges 
of the hospital, using data available from Medicare cost report. 
12 VAC 30-70-330. Repealed. 

12 VAC 30-70-331. Statewide operating rate per case. 

A. The statewide operating rate percase shall be equal to the base year standardized operating 
costspercase, as determinedin12 VAC 30-70-361,timestheinflationvaluesspecifiedin 
12 VAC 30-70-35 1 timesthe adjustment factor specifiedin subsection B of this section. 

B. The adjustment factor shall be determined separately forType One and Type Two hospitals 
and shall be theratio of the following two numbers: 

1. The numeratorof the factor is the aggregate total Medicaid operating payments to affected 
hospitals in hospital fiscal years endingin the base year. 

2. The denominator of the factor is the aggregate total Medicaid allowable operating costas 

determined from settled cost reports from the same hospitalsin the same year. 

12 VAC 30-70-340. Repealed. 

12 VAC 30-70-341. Statewide operating rate per day. 

A. The statewide operating rate perday shall be equal to the base year standardized operating 
costs per day, as determined in subsection B of 12 VAC 30-70-371, times the inflation values 
specified in 12 VAC 30-70-351 times the adjustment factor specified in subsection B of this 
section. 

B. The adjustment factor for acute care psychiatric cases and rehabilitation cases shallbe the 
one specified in subsectionB of 12 VAC 30-70-33 1. 
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12 VAC 30-70-350. Repealed. 

12 VAC 30-70-35 1. Updating rates for inflation. 

Each the moving values as compiled publishedJuly, DIU-Virginia average and by 
DRI/McGraw-Hillunder contract with the department shall be usedtoupdatethebaseyear 
standardized operating costs per case, as determined in 12 VAC 30-70-361, and the base year 
standardized operatingcosts per day,as determined in 12 VAC 30-70-371, to the midpointof the 
upcoming state fiscal year. The most current table availableprior to the effective date of the new 
rates shall beused to inflate base year amounts to the upcoming rate year. Thus, corrections 
made by DRI/McGraw-Hillin the moving averages that were used to update rates for previous 
state fiscal years shall be automatically incorporated into the moving averages that are being 
used to update rates for the upcoming state fiscal year. 

12 VAC 30-70-360. Repealed. 

12 VAC 30-70-361. Base year standardized operatingcosts per case. 

A. For the purposes of calculating the base year standardized operating costs per case, base 
year claims data for all DRG cases, including outlier cases,shall be used. Base year claims data 
for per diem cases shall not be used. Separate base year standardized operating costs per case 
shallbecalculatedforTypeOneandTypeTwohospitals. In calculatingthebase year 
standardized operating costs per case, a transfer case shall be counted as a fraction of a case 
based on the ratio ofits length of stay to the arithmetic mean lengthof stay for cases assigned to 
the same DRG as the transfer case. 

B. Using the data elements identified in subsection E of 12 VAC 30-70-221, the following 
methodology shall be used to calculate the base year standardized operating costs per case: 

1. The operating costs for each DRG case shall be calculated by multiplying the hospital’s 
totalchargesforthe case by thehospital’soperatingcost-to-chargeratio, as definedin 
subsection C of12 VAC 30-70-221. 

2. The standardized operating costs for each DRGcase shall be calculated as follows: 

a.Theoperatingcostsshall be multiplied by the statewideaveragelaborportion of 
operating costs, yielding the labor portionof operating costs. Hence, the nonlabor portion 
of operatingcostsshallconstituteoneminusthestatewideaveragelaborportion of 
operating costs times the operating costs. 

b. The labor portion of operating costs shall be divided by the hospital’s Medicare wage 
index, yielding the standardized labor portionof operating costs. 

C. The standardized labor portionof operating costs shallbe added to the nonlabor portion 
of operating costs, yielding standardized operating costs. 

3. The case-mix neutral standardized operating costs for each DRG case shall be calculated 
by dividing the standardized operating costs for the caseby the hospital’s case-mix index. 
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4. The base year standardized operating costs per case shall be calculated by summing the 
case-mix neutral standardized operating costs for all DRG cases and dividing by the total 
number of DRG cases. 
5 .  The base year standardized operating costs per case shall be reduced by 5.1% to create a 
poolforoutlieroperatingpayments.Eligibilityfor outlier operatingpayments andthe 
amount of the outlier operating payments shall be determined in accordance with 12 VAC 
30-70-261. 

C. Because the current cost report format does notseparately identify psychiatric costs, claims 
data shall beused to calculate the base year standardized operating costs per case,as well as the 
base year standardized operating costs perday described in 12 VAC 30-70-321.  At such time as 
the cost report permits the separate identification of psychiatric costs and the DRG payment 
systemisrecalibratedandrebased,costreportdatashallbeused to calculatethebaseyear 
standardized operating costs percase and base year standardized operating costs per day. 

12 VAC 30-70-370. Repealed. 

12 VAC 30-70-371. Base year standardized operating costsper day. 

A. For the purposeof calculating the base year standardized operating costs per day, base year 
claims data for per diem cases shallbe used. Base year claims data for DRG cases shall not be 
used. Separate base year standardized operating costs per day shall be calculated for Type One 
and Type Two hospitals. 

B. Using the data elements identified in subsection E of 12 VAC 30-70-221, the following 
methodology shall be used to calculate the base year standardized operatingcosts per day: 

1 .  Theoperating costs foreachperdiemcaseshall be calculatedbymultiplyingthe 
hospital’stotalchargesforthecasebythehospital’soperatingcost-to-chargeratio, as 
defined in subsection of 12 VAC 30-70-221. 

2. The standardized operating costs for each per diemcase shall be calculatedas follows: 

a.Theoperatingcostsshallbemultipliedbythestatewideaveragelaborportion of 
operating costs, yielding the labor portionof operating costs. Hence, the nonlabor portion 
of operatingcostsshallconstituteoneminusthestatewideaveragelaborportion of 
operating costs times the operating costs. 

b. The labor portion of operating costs shall be divided by the hospital’s Medicare wage 
index, yielding the standardized labor portionof operating costs. 

C. The standardized labor portionof operating costs shallbe added to the nonlabor portion 
of operating costs, yielding standardized operating costs. 

3. The base year standardized operating costs per day for acute care psychiatric cases shall 
be calculated by summing the standardized operating costs for acute care psychiatric cases 
and dividing by the total number of acute care psychiatric days. This calculation shall be 
repeated separately for freestanding psychiatric cases and rehabilitation cases. 
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